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HATLEIGH CORPORATION 


DIRECTORS’ REPORT 
TO THE SHAREHOLDERS 


Total revenues for the year amounted to $8,468,000 which was $926,000 (9.8%) lower than 1979. The 
reduction in revenues was due to significantly poorer results of Foodex Inc. resulting mainly from 
customer count softness attributable to continued weak economic conditions and lower interest © 
income which was partly offset by the sharply higher revenues from gas operations due to better prices 
and increased quantities of natural gas delivered in 1980 and improved results from your Company’s 
holding of 21.4% of North Canadian Oils Limited. 


Earnings before extraordinary items totaled $1,007,000 in 1980 as compared with $2,871,000 reported 
for the previous year. The sharp decline resulted from the loss in Foodex Inc., greater interest costs 
relating to increased bank borrowings at higher rates and lower interest income which was partially 
offset by better operating results of North Canadian Oils Limited, improved earnings from gas 
operations and somewhat lower general and administrative expenses. 


After deduction of an extraordinary loss, a net loss of $12,594,000 was recorded for 1980 compared 
with net earnings (after extraordinary gains of $10,939,000) of $13,810,000 for the previous year. The 
Current year’s extraordinary loss includes a provision of $14,477,000 for writing down your company’s 
investment in Foodex Inc. to an estimated realizable value of $12,000,000. Included in extraordinary 
gains in 1979 was an amount of $8,116,000 relating to a dividend received from Peel-Elder 
Developments Limited and the subsequent sale of its shares. 


On February 13, 1981, your Company sold its entire investment of 700,900 shares in Lane Bryant, Inc. 
to that company for approximately $19,300,000 cash, resulting in a gain, net of applicable income 
taxes, of approximately $4,800,000 (Note 11(b) to accompanying financial statements). 


Subsequent to the year-end, your Board of Directors approved a reorganization of Hatleigh Corporation 
which includes the transfer of your Company’s gas properties to a subsidiary of North Canadian Oils 
Limited and the creation of aclass of second preference shares for subscription by North Canadian. A 
summary of the reorganization is included in Note 11(a) to the accompanying financial statements. 


On behalf of the Board of Directors 


Chairman of the Board President and Chief Executive Officer 


Toronto, Canada, March 13, 1981. 


REVENUE 


HATLEIGH CORPORATION 


CONSOLIDATED STATEMENT OF INCOME 
FOR THE YEAR ENDED DECEMBER 31, 1980 
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INCOME TAXES (note 6) 


Current . 
Deferred 


EARNINGS DEORE EXTRAORDINARY ITEMS: ..3.....7. 7... 
En AORDINARY [DEMS NOG ()iec. 4 015 oe ee then ele es 


NEReARNINGS (LOSS) FOR THEW.EAR: «2.4 6. areal ans: 


1980 IRS AS) 
$ $ 
7,309,000 5,569,000 
1,012,000 2,136,000 
616,000 S 

157,000 582,000 
(1,663,000) 348,000 
1,037,000 759,000 
8,468,000 9,394,000 
506,000 805,000 
2,472,000 1,996,000 
706,000 723,000 
686,000 349,000 
1,936,000 1,347,000 
71,000 72,000 
6,377,000 5,292,000 
2,091,000 4,102,000 
825,000 1,051,000 
259,000 180,000 
1,084,000 1,231,000 
1,007,000 2,871,000 
(13,601,000) 10,939,000 
(12,594,000) 13,810,000 


HATLEIGH CORPORATION 


CONSOLIDATED BALANCE SHEET AS AT DECEMBER 31, 1980 


ASSETS 
1980 1979 
$ $ 
CURRENT ASSETS 
Cash xe i Se RR eee 9,000 914,000 
Marketable investment securities — at cost 
(market value=|950 — $9 936,000): 3 2 an se ee 9,091,000 — 
Receivables — 
Due ‘on sale Ofinvestment+....s0 eee ee eee — 984,000 
Current portion of Kesmark Ltd. debenture ................. 1,000,000 1,000,000 
Accrued interest and otneriae. <2 ue eee 54,000 2.220.000; 
Due from subsidiary and affiliated corporations............. 1,331,000 35,000 
11,485,000 _ 5,153,000 
INVESTMENTS, less current portion of Kesmark Ltd. 
debenture (see Consolidated summary of Investments — 
Appendix Aji(notes a1:(a)1(C) aim. lil)e age eee 49,805,000 56,456,000 
GAS PROPERTIES AND EQUIPMENT, less accumulated 
depreciation and depletion of $1,642,000 
(1979. — $942 000). (notesa(d)-3:and! iia eee 15,925,000 15,407,000 
1,016,000 


* The 1979 comparative data has been conformed to the 1980 format. 


71,219,000 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Hatleigh Corporation as at December 31, 1980 and the consolidated 
statements of income, deficit, appraisal excess and contributed surplus and changes in financial position for the year then ended. 
For Hatleigh Corporation and its consolidated subsidiaries and for the subsidiary company accounted for by the equity method of 
which we are auditors, our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered necessary in the circumstances. We have relied on the report of the 
auditors who have examined the financial statements of the affiliated company accounted for by the equity method. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at December 31, 
1980 and the results of its operations and the changes in its financial position for the year then ended in accordance with 
generally accepted accounting principles applied on a basis consistent witn that of the preceding year. 


The consolidated financial statements for 1979, which are included for comparative purposes, were reported on by the previous 
auditors. 


reps Tybrarot 


CHARTERED ACCOUNTANTS 


February 20, 1981 
(except for note 11(a) which 
is February 24, 1981) 


LIABILITIES 


CURRENT LIABILITIES 
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MINORITY INTEREST IN CONSOLIDATED SUBSIDIARY (note 4) 


SHAREHOLDERS’ EQUITY 
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1980 1979 

$ $ 
21,569,000 6,567,000 
495,000 1,238,000 
1,657,000 858,000 

917,000 = 
24,638,000 8,663,000 
8,218,000 8,218,000 
7,176,000 3,490,000 
439,000 180,000 
1,280,000 1,280,000 
33,149,000 38,908,000 
516,000 383,000 
7,026,000 7,338,000 
(5,227,000) 8,556,000 
35,464,000 55,185,000 
71,219,000 77,016,000 


SIGNED ON BEHALF OF THE BOARD 


Director 


Director 


HATLEIGH CORPORATION 


CONSOLIDATED STATEMENT OF DEFICIT 
FOR THE YEAR ENDED DECEMBER 31, 1980 


1980 
$ 

RETAINED EARNINGS (DEFICIT) — BEGINNING OF YEAR.... 8,556,000 
Net earnings (loss) for the year... .. 5.25. see ee eee (12,594,000) 
Transfer from appraisal excess (note 1(d))..................085 312,000 
(3,726,000) 

Dividends paid on special shares...... isin bp ORR eee 1,501,000 
(5,227,000) 


1979 


$ 
(3,653,000) - 


13,810,000 


342,000 


10,499,000 
1,943,000 


8,556,000 


RETAINED EARNINGS (DEFICIT) — END OF YEAR........... 


HATLEIGH CORPORATION 


CONSOLIDATED STATEMENT OF APPRAISAL EXCESS AND 


CONTRIBUTED SURPLUS 


FOR THE YEAR ENDED DECEMBER 31, 1980 


APPRAISAL EXCESS 


Blea BEGINNING OR RAR ras ane. bes oe ehh s eee 4 


Transfer to retained earnings of the portion 
of appraisal excess realized through 
aMOnmizavonmntnesyGamtnoe (0). Ba. ee les. ow eed eas 


Bee Cee NDROR UA a Ayieerine wd. Scheie Side oes ee ed 


CONTRIBUTED SURPLUS 


BabA Ncer sOECGINNINGIOR YEARG i tanee ene ky ce meet cree 


Excess of par value of special shares purchased 
for cancellation over purchase price (note 5).................. 


SVU ALUN [OM SiS NBO) ge A Sy aN eke? ee ce ee re ae eae 


1980 


$ 
7,338,000 


(312,000) 
7,026,000 


383,000 


133,000 


516,000 


1979 


$ 
7,680,000 


(342,000) 


7,338,000 


333,000 


50,000 


383,000 


HATLEIGH CORPORATION 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
FOR THE YEAR ENDED DECEMBER 31, 1980 


SOURCE OF WORKING CAPITAL 
Provided from operations - 


Earnings before extraordinary Items. 2e. «ce ee oe eee 


Items not affecting working capital — 
Equity in loss (earnings) of — 


Foodex:ln¢ wage. 0 oan ee oe ped oc 
North Ganadian Oils limited]. ] eee 
Depreciation and depletion -.. 2.4.22... sae 
Deterred"income taxes... ss anne ee 


Realization of income tax losses carried forward............... 
Sale of investmentS....%.4>+- 0. ee 


Proceeds from sale of shares of Peel-Elder 


Developments Limited ==. 2 453. 38. foes ee 
Current portion of Kesmark Ltd. debenture.................... 


Repayment of inter-company account owed by 
Peel-Elder Developments Limited net of 


$10,000,000 debenture-taken back... 7. 2) ere eee 


USE OF WORKING CAPITAL 


Reduction in long-term adebt™ a ne 
Capital expenditures on gas properties: ..:.5...... eee 
Purchase.of INVEStMeENtS <2 <6 ea ew wae eb ee ed > eee 
Purchase of special shares for cancellation.................... 
Dividendss. 5.6 .605 0 ete oa Coe ee Ee eee ek 
Decrease in loan due to affiliated corporation.................. 
Purchase of securedidebentures= =.5.. 42. ee 
0) (ile Pemrerrr Sain thre era eee e Pon she YR os 


DECREASE INIWORKING: GAPRITIA LE Beret pare eee ee ee 
WORKING CAPITAL DEFICIENCY — BEGINNING OF YEAR.... 
WORKING CAPITAL DEFICIENCY — END OF YEAR........... 


* The 1979 comparative data has been conformed to the 1980 format. 


1980 


$ 


1,007,000 


1,663,000 
(1,037,000) 
706,000 
259,000 
2,598,000 
65,000 
2,207,000 


1,000,000 


5,870,000 


lee 1068 
10,852,000 
657,000 
1,501,000 


1,283,000 
3,000 


15,513,000 


(9,643,000) 
(3,510,000) 


(13,153,000) 


USNR, 


$ 


2,871,000 


(348,000) 
(759,000) 
723,000 
180,000 


2,667,000 
1,051,000 
3,271,000 


100,000 
1,000,000* 


16,843,000* 


24,932,000 


15;250;000* 
1,196,000 
5,048,000 

894,000 
1,943,000 
2,315,000 

713,000* 

11,000 


27,370,000 


(2,438,000) 
(1,072,000) 


(3,510,000) 


ls 


HATLEIGH CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEAR ENDED DECEMBER 31, 1980 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The following is asummary of significant accounting policies followed in the preparation of these 
financial statements: 


(a) Basis of consolidation 


(d 


eer 


~~ 


Significant subsidiaries and the Corporation’s percentage ownership in the common share 
equity at December 31, 1980 were as follows: 


Franco-Scandinavian Investments Inc. (“Franco”) 


(formerly Hambro Corporation of Canada Limited)....................... 100.0% 
AnglO-ocandinavian-oeCUrities INGaleANGIO 1) 5. ecb oe a ee kh ee ee cea etc 100.0% 
POOUEXalING eel OO COX acc Men Agee ee Naty Bu eeed wt hie tam een nso wes cE Bataln oe 100.0% 
Gibfaliaean-Mutuelaine: (Giiloraltanr) act etek a eee eee BO aoe A ray Sip do 63.0% 


* held through Franco 
** held through Foodex 


The Corporation’s business is the acquiring, holding and disposing of investment positions in 
a variety of investment opportunities, either directly, or through certain wholly-owned 
subsidiaries which act as holding companies. These consolidated financial statements include 
the accounts of all such holding subsidiaries on a consolidated basis. Of the subsidiaries 
listed above, Anglo and Franco are holding subsidiaries. In December 1980, management 
determined that the investment in Foodex and Gibraltar was not intended to be held 
indefinitely. In addition, there are restrictions on the interchangeability of resources between 
the Corporation and Foodex, including restrictions imposed by the subscription agreement 
referred to in note 8, and the Corporation considers it more informative to present its 
investment in Foodex on the equity method. Consequently, the investment in Foodex and 
Gibraltar has been accounted for by the equity method and since December, 1980, at an 
amount not exceeding its estimated realizable value (note 7). 


Marketable investment securities 


Marketable investment securities are carried at the lower of average cost less, where 
applicable, proceeds received from the sale of options, and market value. The market value 
shown represents the lower of the actual quoted market price and, for those shares covered 
by written options at December 31, 1980, the option exercise price. 


Investments 


Investments in unconsolidated subsidiaries and in companies in which the Corporation has 
significant influence, at present North Canadian Oils Limited (“North Canadian’), are 
accounted for by the equity method. All other investments are carried at cost. 


Gas properties and appraisal excess 


Gas properties and equipment acquired on the amalgamation with Hatleigh Investments 
Limited on August 31, 1978, together with all subsequent costs associated with the exploration 
for and the development of gas reserves, are carried at cost plus an appraisal write-up made in 
1978, less accumulated depreciation and depletion. The appraisal write-up gave rise to the 
appraisal excess carried in shareholders’ equity. Transfers are made annually from the 
appraisal excess account to retained earnings on the same basis as the related assets are 
depreciated and depleted. 


The Corporation follows the full cost method of accounting for exploration and development 
expenditures, wherein all costs related to the exploration for and development of oil and gas 


reserves are capitalized. These costs include leasehold acquisition costs, geological and 
geophysical expenses, costs of drilling both productive and non-productive wells, gas 
production equipment, gathering lines, compressors and gas plants and overhead expenses 
related to the exploration activities. All such costs are being amortized on the unit-of- 
production method, based on estimated proven recoverable reserves as determined by 
independent engineers. 


(e) Deferred income taxes 


Deferred income taxes are provided on timing differences between accounting income and | 
income for tax purposes. These differences arise principally from claiming depreciation and 
depletion for tax purposes at higher rates than are applied in the determination of accounting 
income. 


BANK INDEBTEDNESS 


Bank indebtedness consists of demand loans and_overdrafts and is secured by a pledge of a 
substantial portion of the Corporation’s investments and marketable investment securities. 


11%% SECURED DEBENTURES DUE AUGUST 31, 1988 


The Corporation's debentures were issued on the exchange of Class B special shares (note 5) and 
are guaranteed as to payment of principal and interest by North Canadian, subject to the prior 
redemption of North Canadian’s outstanding preference shares ($1,214,000 current par value) 
(see Appendix A for summary of information as to investment in North Canadian). 


The debentures are secured by a fixed charge on the Corporation’s gas properties and are 
redeemable, other than for sinking fund purposes, at 108.75% of the principal amount to August 
31, 1981, declining by 1.25% annually to 100% in the year ending August 31, 1988. 


The Corporation may purchase debentures in the market or by tender or private contract at prices 
not exceeding the foregoing percentages of the principal amount thereof together in each case 
with the accrued and unpaid interest. In addition, the Corporation is required to make sinking fund 
payments sufficient to retire, on August 31 in each of the years 1981 to 1987 inclusive, $917,000 
principal amount of debentures. 


During 1979, the Corporation retired $330,000 principal amount towards its 1980 obligation. 
During 1980, the Corporation retired a further $366,000 principal amount of debentures thereby 
satisfying the sinking fund requirements for 1980. 


MINORITY INTEREST IN CONSOLIDATED SUBSIDIARY 


This minority interest consists of 5%% cumulative, redeemable Series A preferred shares of 
Franco at par value of $25 each (total $1,280,000). These preferred shares are redeemable at a 
premium of 3%% to February 1, 1981, 2%% to February 1, 1986 and 14% thereafter. 


CAPITAL STOCK 


The authorized capital stock at December 31, 1979 consisted of Class A cumulative redeemable 
special shares having a par value of $7.00 per share, Class B cumulative redeemable convertible 
special shares having a par value of $7.00 per share and common shares without par value. 
Effective September 30, 1980, the authorized Class B shares became authorized Class A shares 
and accordingly at December 31, 1980 the authorized capital stock consisted of Class A shares 
and common shares. The number of authorized shares at both December 31, 1980 and 1979 were 
as follows: 


1980 1979 
Class A‘special-sharesc hi? =e ee ee eee 3,302,590 1,766,660 
Class B:special'shares (ee a eae ee ee eee -- 2,358,610 


Commiornushares: 2.354 2 ee ee ee ree eee 5,000,000 5,000,000 


Acontinuity of the issued and outstanding capital stock from December 31, 1979 to December 31, 
1980 follows: 


Class A special shares Class B special shares Common shares Total 
Par or 
Par . Par Paid-up paid-up 
Number value Number vee Number value value 
Issued and 
outstanding, 
December 31, 
(ROY AS herr en ie 1,208,206 8,458,000 1,920,929 10,646,000 3,500,000 19,804,000 38,908,000 
Year ended 
December 31, 
1980 — 
Purchased for 
cancellation (78,820) (502,000) (34,000) (238,000) _ _ (790,000) 
Exchanged for 
11%% 
secured 
debentures -- — (709,860) (4,969,000) — _~ (4,969,000) 
Converted into 
Class A 
special 
shares..... 717,069 5,439,000 (777,069) (5,439,000) — — _ 
698,249 4 887,000 (1,520,929) (10,646,000) _ (5,759,000) 
Issued and 
outstanding, 
December 31, 
1980247 .: 22.~.. -1:906,450 13:345,000 — — 3,000,000 19,804,000 33,149,000 


The holders of Class B special shares were, at any time prior to September 30, 1980, entitled to 
exchange ten Class B special shares for one $70.00 secured debenture of the Corporation, the 
terms of which are described in note 3. At September 30, 1980, the then issued and outstanding 
Class B special shares became Class A special shares. 


The holders of the Class A special shares are entitled to receive fixed cumulative preferential 
cash dividends at an annual rate of 9%% of the par value thereof. The holders of the special shares 
as a group are entitled at all meetings of the shareholders to 103% of the votes attaching to the 
Corporation’s common shares. 


The Class A special shares are redeemable at $7.50 per share prior to September 1, 1983, 
reducing by $0.10 per share annually until September 1, 1987, after which date the shares are 
redeemable at $7.00 per share. In addition, the Corporation may at any time purchase for 
cancellation all or any part of the Class A special shares in the open market at a price not 
exceeding the then applicable redemption price plus all accrued and unpaid dividends. 


The Corporation was required in 1980 and is required in subsequent years to make all reasonable 
efforts in each quarter to purchase for cancellation in the open market 1% of the 3,603,865 special 
shares originally issued, less the number of Class B special shares exchanged for secured 
debentures, at a price not exceeding $7.00 per share plus all accrued and unpaid dividends 
thereon. The Corporation purchased sufficient shares to meet its requirements for the four 
quarters of 1980 and also purchased additional shares towards meeting the objective of satisfying 
by September 30, 1981 the purchase deficiency which existed at December 31, 1979. 


The excess of the par value of the special shares purchased over the aggregate purchase price 
thereof is included in contributed surplus. 


6. 


INCOME TAXES 

Income taxes as provided in the consolidated statement of income are different from the amount 
that would result from the application of statutory rates to pre-tax income. The difference is 
largely attributable to: 


i) the deduction for tax purposes of certain additional allowances relating to gas operations; and 


ii) the elimination in the determination of taxable income of the Corporation’s recorded equity in 
the operating results of Foodex and North Canadian. 


At December 31, 1980 the Corporation and a subsidiary had net capital loss carry-forwards of 
approximately $3,351,000 (1979 — $3,833,000). Such losses are available indefinitely to apply 
against future net taxable capital gains. No recognition has been given in these consolidated 
financial statements to such future tax reductions as may result from the application of these 
losses. 


EXTRAORDINARY ITEMS 
Extraordinary items comprise the following: 


1980 JIS ee 
$ $ 
Write-down of investment in Foodex Inc. to 
estimated realizable value (note 1(a))................ (14,477,000) _ 
Reduction of income taxes resulting from 
the carry-forward of prior years’ losses............... 65,000 1,051,000 
Sale of Peel-Elder .c.seclnds sac fer ca ees Cea - 8,116,000 
Gain on sale of shares of McIntyre Mines Limited......... 811,000 1,772,000 


(13,601,000) 10,939,000 


SUBSCRIPTION AGREEMENT 

As long as any of the $9.00 redeemable preference shares of Foodex remain outstanding, Foodex 
is required to maintain its consolidated shareholders’ equity at not less than $33,198,000 and is 
required to notify the Corporation within sixty days of its fiscal year-end of any deficiency. The 
Corporation has agreed that it will subscribe, subsequent to notification of any such deficiency, 
for additional shares of Foodex ranking junior to the preference shares to the extent, if any, 
required to increase consolidated shareholders’ equity of Foodex to $33,198,000. Such deficiency 
amounted to $2,697,000 at December 31, 1980 (1979 — $413,000). Under this agreement, the 
Corporation subscribed for $413,000 of junior preference shares to meet the 1979 deficiency, 
and it is the intention of the Corporation to subscribe for additional junior preference shares of 
Foodex to meet the 1980 deficiency. 


CONTINGENCIES 


(a) In 1979, the Corporation sold its wholly-owned subsidiary, Peel-Elder Developments Limited 
(“Peel-Elder’), to Kesmark Holdings Ltd. As a result of a subsequent amalgamation, the 
assets of Peel-Elder became the assets of Kesmark Ltd., a wholly-owned subsidiary of 
Kesmark Holdings Ltd. Under the sale agreement, Kesmark Ltd. is obligated to pay the 
Corporation on December 15, 1984, 50% of any net gain, as defined, accruing from 
dispositions or deemed dispositions of the Peel-Elder real estate assets at prices in excess of 
the fair market values ascribed in independent appraisals made as at December 31, 1979. 


(b) The Corporation is contingently liable as guarantor of a 12% mortgage on a shopping centre 
owned by Peel-Elder at the time of its sale to Kesmark Holdings Ltd. At December 31, 1980 
the principal amount of the mortgage was $9,604,000. 


(c) Forasummary of the contingent liabilities of Foodex, refer to page 19. 


10. 


/RELATED PARTY TRANSACTIONS 


~ The following is a summary of the related party transactions during the year ended December 
31, 1980: 


(a) The Corporation accrued or paid professional services fees aggregating $265,000 to two 


A) 


Alan be 


(b 


) 


(Cc) 


(d 


(e 


— 


~_ 


legal firms in which three directors of the Corporation are partners. 


The Corporation paid brokerage commissions of $57,000 to a company owned by the then 
president of the Corporation. 


Interest of $1,003,000 was accrued on the Kesmark Ltd. debenture. Kesmark Ltd. is wholly- 
owned by the chairman of the board of the Corporation. 


Management fees of $105,000 were charged by Franco to its wholly-owned subsidiary, 
Foodex. In addition, the Corporation paid $300,000 to North Canadian in respect of 
management fees for the operation of the gas properties and $232,000 in respect of interest 
on the secured debentures held by North Canadian. 


The Corporation entered into an agreement with North Canadian whereby it transferred to 
North Canadian its interest in the “deep zones’ of certain oil and gas leases in return for a 15% 
carried interest in the net profits therefrom. North Canadian is responsible for the 
development and operation of these properties. 


EVENTS SUBSEQUENT TO DECEMBER 31, 1980 
(a) On February 24, 1981, the board of directors of North Canadian approved a reorganization 


(b 


ee, 


involving the sale by North Canadian of its investment in the Corporation for $23,400,000 
cash to a director of the Corporation, which amount is approximately $900,000 greater than 
the written-down value of North Canadian’s investment in the Corporation. Under the 
proposed reorganization, which is subject to the approval of the shareholders of North 
Canadian, the following transactions would occur immediately prior to the sale: 


i) North Canadian would make a cash contribution to the Corporation in the aggregate 
amount of $15,444,000; 


ii) The Corporation would transfer to a subsidiary of North Canadian the gas property 
interests for a consideration of $867,000 of preference shares of such subsidiary, which 
preference shares would be redeemed for cash of $867,000; and 


iii) The Corporation would pay cash of $16,311,000 in consideration for the assumption by 
North Canadian of the 11%% secured debentures of the Corporation and as repayment of 
the amount due to North Canadian. 


Immediately following the sale, North Canadian would subscribe for 736,000 redeemable 
second preference shares of the Corporation for cash of $18,400,000. The second preference 
shares (the authorization of which is subject to approval by the shareholders of the 
Corporation) will bear a cumulative dividend payable at an annual rate equal to one-half of the 
“prime” lending rate plus 1%% and will be subject to mandatory redemptions of $1,000,000 
annually for the first three years, $2,000,000 for the next three years and the balance due at 
the end of the seventh year following issue. 


On February 13, 1981, the Corporation sold its investment in Lane Bryant, Inc. to that 
company for approximately $19,300,000 cash, which resulted in a profit of approximately 
$4,800,000, net of applicable income taxes of approximately $200,000. On February 18, 
1981, Lane Bryant filed suit against the Corporation in a New York Federal Court to recover 
about $666,000 (U.S.) of the profit realized by the Corporation on the sale of its 700,900 
shares of Lane Bryant on February 13, 1981 to Lane Bryant. The cause of action arises froma 
provision of the U.S. Securities Exchange Act of 1934 which requires that profits realized by a 
holder of greater than 10% of the shares of acompany, onasale made within six months of the 
purchase of the shares, must be relinquished to the company. In addition, an action has been 
commenced in the New York State Supreme Court by a shareholder of Lane Bryant against 
Lane Bryant’s directors, certain of its officers and others, including the Corporation, claiming 
damages in connection with the sale of the Corporation's Lane Bryant shares. These actions 
are in their very preliminary stages and, accordingly, management is unable to predict their 
effects, if any, on the Corporation. 


HATLEIGH CORPORATION 


CONSOLIDATED SUMMARY OF INVESTMENTS 


AS AT DECEMBER 31, 1980 


Shares (with quoted market value) — 
North Canadian Oils Limited common 
(note C) 
Lane Bryant, Inc. common (note B) 
Fondex Inc. cumulative redeemable 
preference 
Other 


Shares (with no quoted market value) — 
Foodex Inc. common (note D) 
Foodex Inc. Series A junior 

preference 

10% debenture of Kesmark Ltd., less 
current portion of $1,000,000 (note E) 


Shares controlled 


Number % interest 
1,219,296 214 
700,700 15.4 
2,625,141 100.0 
413,000 100.0 


| Quoted 


market value 


(note A) 


$ 


20,174,000 
14,832,000 


35,006,000 


Carrying 
value 


$ 


15,267,000 
14,538,000 


29,805,000 


11,587,000 
413,000 


8,000,000 
49,805,000 


1979 


Shares controlled 


Number 


1,219,296 
186,400 


86,100 


2,625,141 


% interest 


21.6 
nominal 


5.1 


100.0 


Quoted 
market value 


(note A) 


$ 


25,477,000 
3,756,000 


581,000 
2,065,000 


31,879,000 


Carrying 
value 


$ 


14,230,000 
3,508,000 


702,000 
1,216,000 


19,656,000 


27,800,000 


9,000,000 


56,456,000 


HATLEIGH CORPORATION 


NOTES TO CONSOLIDATED SUMMARY OF INVESTMENTS 
FOR THE YEAR ENDED DECEMBER 31, 1980 


MARKET VALUE OF INVESTMENTS 

The quoted market values shown in the summary of investments do not necessarily represent the 
value of entire blocks of investment holdings which may be more or less than the value indicated 
by market quotations. ; 


ACCOUNTING FOR INVESTMENTS 

The investment in common shares of North Canadian is carried on the equity basis of accounting. 
As described in note 1(a) to the financial statements, the investment in Foodex is carried on the 
equity basis of accounting, less a provision of $14,477,000 to reduce the carrying value to its 
estimated realizable value. In 1979, the investment in McIntyre Mines Limited, which is included in 
other investments, is carried at cost less prior years’ provisions to reduce to approximate market 
value at December 31, 1977. The investments in all other shares are carried at cost. 


NORTH CANADIAN 

North Canadian’s principal business is the exploration, production, transportation and sale of 
natural gas. North Canadian also owns 100% of the outstanding common shares of the Corporation. 
Additional information relating to the Corporation’s investment in North Canadian is as follows: 


1980 1979 
$ $ 
Corporation's proportion of book value of underlying net 
assets at date of acquisition, less adjustment of $1,137,000 
on: 1978 amalgamation: .hs. ce. on eee ee 6,727,000 6,727,000 
Excess cost attributed to proven gas reserves, less 
adjustment of $800,000 on 1978 amalgamation.......... 6,452,000 6,452,000 


13; 129'G00 13,179,000 


Equity in undistributed earnings since acquisition 


(see'note (i): DelOW).2 6... Ss aeinwe re Se el ee 2,605,000 1,384,000 
Amortization of excess cost attributed to proven gas 
reserves (see note (ii) below).......................004 (517,000) (333,000) 
2,088,000 1,051,000 
Carrying Value atendol yeate. .. 45.0. eee 15,267,000 14,230,000 
Notes: 


(i) the equity in undistributed earnings excludes North Canadian’s share of the Corporation's 
undistributed earnings. 


(ii) the excess cost attributed to proven gas reserves is being amortized on a straight-line basis 
over the estimated life of such reserves, being approximately 35 years from the date of the 
Corporation's investment in North Canadian. 


Summarized operating results of North Canadian (excluding its share of the Corporation's revenue 
and net income) and the Corporation's equity therein for the years ended December 31, 1980 and 
1979 are as follows: 


1980 1979 
$ $ 
RREVE MUG ceicliccg Sas Fe pect elecge ters et oe See cee 17,704,000 15,600,000 
Net earnings 22 i ie es ee eee 5,680,000 4,368,000 
Corporation's equity in earnings for the period............. 1,221,000 943,000 
Less amortization of excess cost attributed to 
proven Gas reSCIVes:) et Aa et eee (184,000) (184,000) 
Net income attributable to Corporation's common share 
investment included in earnings for the year............. 1:03:7-0060 759,000 


The following is a summary of the financial position of North Canadian at December 31, 1980 


and 1979: 


ASSETS 
CUNO IEAGSC LS ane Pa ahr BPE ee ne nian taped ee 
Long-term investments — 
Fatieigh Corporaon’— iat equity = ees 6 o.e 8 ek ~ x doiss 
Other investments — at cost (quoted market value: 
December 31, 1980 — no quoted market value; 
December31, 1979: — $6,892,000) : 0... woe ces 


Property, plant and equipment, less accumulated 
depreciation, depletion and amortization................ 


EVE ASSCLS IPR tee forte ee ee ee ER en? Ces be 


LIABILITIES 
SUMECTIE IIA DIMILICS bees oe arabes: octet dln hs Sins hs ae 
BOMC-(ehMMmCCD newer ane hear Cy eeeh ne en Gires craten e Mire. este 
DEIEMEed INCOMEHAXCS 24/05 ieee nse SERIO Ce 
SHAREHOLDERS’ EQUITY 
Capital stock — 
PrepenrecssShiahe sei, fee yn ee roe a ae ee BS 
Common shares — 
December 31, 1980 — 5,696,165 shares; 
December 31, 1979 — 5,672,365 shares.............. 


Capital redemption reserve fund......................0.0. 
SOME ULE CES UN OIS: wets sat ane te, os rete oe < Gants eee Sue 
RetainecceanninGs.. meeeacs aeietuest. oe ES... CEUTA. cules. seks 


Less cost of shares of North Canadian held by Hatleigh..... 


DaePEFOODEX ING: 
(a) Investment 


1980 


$ 


4,729,000 


8,119,000 


700,000 


8,819,000 


42,019,000 


589,000 


56,156,000 


5,216,000 


9,600,000 


12,830,000 


1,214,000 


23,272,000 


24,486,000 
2,286,000 
40,000 
16,814,000 


43,626,000 
15,116,000 


28,510,000 


56,156,000 


1979 


$ 


8.7 12:000 


20,546,000 


6,884,000 


27,430,000 


33,256,000 


258,000 


69,656,000 


4,546,000 


16,547,000 


11,057,000 


1,296,000 


23,063,000 


24,359,000 
2,204,000 
23,000 
26,036,000 


52,622,000 
15,116,000 


37,506,000 


69,656,000 


Foodex is an operating and holding corporation which is primarily engaged in the restaurant 
business. The 63% owned subsidiary, Gibraltar, owns and operates racetracks in the United 
States. The following is asummary of the components of the carrying value of the investment 


in Foodex at December 31, 1980 and 1979: 


Corporation’s proportion of consolidated book value 

of underlying net assets (including proportion 

($7,146,000) of goodwill in Foodex’s consolidated 

ABC COUIIMTS) UNE eee ete e se. Se alc es ee ei. phe big? hos ENB 8 
Adjustments — 

Additional goodwill and other intangible assets 

(seemnote DelOW ies. cme tae. ne hss ee ei Pa URAL 8 

Excess of stated value over aggregate purchase price 

of 86,100 cumulative redeemable preference shares 

helcdibvallatieigiht eins: sw sk ont od Oh ee eh A eke 


Less: Provision for write-down to estimated 
realizable value (note 1(a)).................4. 


Carrying value of common share investment in Foodex... 


1980 


$ 


16,348,000 


9,716,000 


26,064,000 


14,477,000 


11,587,000 


USA 


$ 


17,893,000 


9,834,000 


73,000 


27,800,000 


27,800,000 


Note: 


The additional goodwill and other intangible assets includes goodwill (net of accumulated 
amortization) of $3,888,000 at December 31, 1980 ($4,006,000 at December 31, 1979) which 
arose on the amalgamation of the Corporation with Hatleigh Investments Limited in 1978. This 
goodwill is being amortized on a straight-line basis over thirty-five years. The remaining good- 
will of $5,828,000 was purchased prior to April 1974 and in accordance with the Corporation's 
practice is not being amortized so long as there is no evidence of impairment in value. 

Summarized consolidated operating results of Foodex and the Corporation’s equity therein 


for the years ended December 31, 1980 and 1979 follows: 


Revenue: 


Restaurantoperations. .. 845 ss ee 
Racetrack operations .< 2. oo oe a ee 


Net income (loss) before minority interest.............. 
Minority interest in income of U.S. subsidiaries .......... 


Net income (loss) Tor the year. vet 2. eee eee 


Net income (loss) attributable to Corporation’s common 
share investment — 


Netincome (loss) as aDOVe.. 3... .0. eee eee 


Add (deduct): 


Dividends on preference shares............... 
Gain on purchase of preference shares......... 
Amortization of goodwill (see note above)....... 


Net income (loss) attributable to Corporation’s common 


share investment included in earnings for the year..... 


1980 1979 
$ $ 

96,162,000 84,136,000 
40,577,000 33,107,000 
136,739,000 117,243,000 
(110,000) 2,014,000 
337,000 193,000 
(447,000) __ 1,821,000 
(447,000) _ 1,821,000 
(1,383,000) (1,484,000) 
285,000 129,000 
(118,000) (118,000) 
(1,216,000) (1,473,000) 
(1,663,000) 348,000 


The following is asummary of the consolidated financial position of Foodex at December 31, 


1980 and 1979: 


ASOErS 
Current assets 
Fixed assets — 


Buildings, plant, equipment and leaseholds, less 
accumulated depreciation and amortization 


LIABILITIES 
Current liabilities 


Deferred income taxes 


Contingent liabilities (see note (d) below) 
SHAREHOLDERS’ EQUITY 
Capital (see note (c) below) — 

Cumulative redeemable preference shares — 
December 31, 1980 — 1,569,901 shares; 
December 31, 1979 — 1,697,901 shares; 

Series A junior preference shares — 


413,000 shares (nil at December 31, 1979).......... 


2,625,141 common shares 
Contributed surplus 
Retained earnings 


i: lao Meme Ase rire Re me Se scree ai ARLE Dy ane brs eg 


Long-term debt (see note (b) below). .................. 


Minority interest in U.S. subsidiaries ................... 


18,899,000 22,594,000 
47,387,000 42,611,000 
16,270,000 17,160,000 
63,657,000 59,771,000 
12,974,000 12,974,000 
2,851,000 3,483,000 
98,381,000 98,822,000 
22,683,000 17,163,000 
32,580,000 35,938,000 
4,777,000 5,433,000 
7,840,000 7,503,000 
14,129,000 15,281,000 
413,000 — 
7,838,000 7,838,000 
695,000 410,000 
7,426,000 9,256,000 
30,501,000 32,785,000 
98,381,000 98,822,000 


(b) Long-term debt 


~~ 


Long-term debt consists of: 


1980 1979 
$ $ 
Revolving term bank loan, repayable over 5 years 
commencing not earlier than 1984................... 19,750,000 23,250,000 
Term bank loans, repayable over periods to July 1, 1986 
($9,882,000) and August 1, 1990 ($1,021,000)......... 10,903,000 12,983,000 
Amounts due under capital leases..................... 3,560,000 — 
Ais) hd Em ae ne RR ee ak ge Pr RS ea ee pl sei 1,326,000 1,111,000 
35,552,000 37,344,000 
Less: Current portion included in current liabilities .. . 2,972,000 1,406,000 


32,580,000 35,938,000 


All bank indebtedness of Foodex is secured by fixed and floating charge demand debentures 
totalling $50,000,000 on its assets, by the pledging of all of the shares in the Canadian 
subsidiaries of Foodex and by the guarantees of all such subsidiaries and current bank 
indebtedness is also secured by a pledge of the inventory. 

The aggregate amounts payable on long-term debt in the next 5 years are as follows: 


1980 1979 
$ $ 
OOO paren eats, Cer ree Me ote Re En RAL ere eM Ger ned = 1,406,000 
OS Pee RN srk er Peeve hr rere TAR NMR ate OEE AA 2,768,000 1,658,000 
USB LSID ca seek enema etegy PEMA Gee Pe REE RR ee er 2,773,000 3,710,000 
TSSES ES tok eB SR sie aang ge Sa eM Py een 2,778,000 2,314,000 
FC arn cock Teer aaat sar ar ca Al a euume Le vice “soak aks AED. gil? 3,008 ,000* 2,839,000* 
1228 1S). andere he NS Seep setae ere ap an NRENR e ec g  aa ce  s 2,273,000* 1,703,000* 


* Excludes any amount that may be payable on revolving bank loan. 


Share Capital 

During the year ended December 31, 1980 the board of directors of Foodex approved the 
creation of 500,000 series A junior redeemable preference shares and the issuance of 413,000 
of these shares to Hatleigh Corporation for a $413,000 cash consideration. The junior 
redeemable preference shares rank junior to the cumulative redeemable preference shares 
with respect to payment of dividends and distribution of assets in the event of the liquidation, 
dissolution or winding-up of Foodex. The junior preference shares are entitled to non- 
cumulative 10% dividends. 


The cumulative redeemable preference shareholders of Foodex are entitled to fixed 
cumulative preferential cash dividends of $0.855 per share per annum. Foodex may purchase 
for cancellation the whole or any part of such outstanding preference shares in the open 
market at a price not exceeding $9.70 per share until July 15, 1983 and thereafter the shares 
are redeemable at $9.40 to July 15, 1984 reducing by $0.10 per share annually to $9.00 per 
share on July 15, 1987 and thereafter. Foodex was required in 1980 and is required in 
subsequent years to make all reasonable efforts in each quarter to purchase for cancellation in 
the open market 1 4% of the 2,046,496 cumulative redeemable preference shares originally 
issued at a price not exceeding $9 per share plus all accrued and unpaid dividends thereon. 
The company met its purchase requirement for each of the four quarters of 1980 and also 
contributed to a deficiency which existed from the final two quarters of 1979, by the purchase 
of 128,000 preference shares at a total cost of $866,754. 


(d) Contingent liabilities of Foodex 


i) In 1975 three corporations and three individuals were named as defendants in a claim by 
the Hamilton Harbour Commissioner for damages arising out of an alleged conspiracy in 
respect of quotations submitted by the defendants for dredging work in the Hamilton 
Harbour, which quotations led to contracts between the Hamilton Harbour Commission 
and two of the corporate defendants. In January 1979, Albemont Limited (“Albemont”), a 
subsidiary of Foodex, was added as a co-defendant in the claim. Albemont has filed a 
Statement of Defence and third party claim for indemnity against five individuals in 
connection with this claim. 


20 


In December of 1979, eleven corporations, including Albemont, and seven individuals 
were named as defendants in an action commenced by the Attorney General of Canada 
and the National Harbours Board claiming damages arising out of an alleged conspiracy 
and fraud in respect of quotations and tenders between the years 1967 and 1972 for 
dredging projects at five locations in the province of Quebec. 


With respect to the above claims, counsel for Albemont is not able to advise at this stage, 
what, if any, liability Albemont may incur in this action. Management of Hatleigh, Foodex 
and Albemont have no knowledge of any wrongdoing by Albemont in connection with the 
matters referred to in the claims or of the evidence, if any, supporting the allegations made - 
against Albemont, and accordingly no provision has been made in the consolidated financial 
statements of Foodex for any liability in connection with these actions. 


Albemont and five other corporations were also named in 1975 as defendants in a 
counterclaim made by Her Majesty the Queen in Right of Canada for damages and costs 
in an unstated amount arising out of alleged bidding practices and/or a conspiracy with 
respect to same said to be contrary to honest industrial usage in Canada. Counsel for 
Foodex are advised by counsel in the office of the Attorney General of Canada that this 
counterclaim will be discontinued in the near future. 


The General Assembly of the State of Maryland has been studying the reorganization of 
thoroughbred racing in Maryland. On February 13, 1981, legislation was introduced in the 
General Assembly which, if enacted, would have the effect of terminating racing at Bowie 
Race Course (operated by Southern Maryland Agricultural Association (“SMAA”), a 70% 
owned subsidiary of Gibraltar) after 1981. The legislation provides that the State would 
acquire for U.S. $6,000,000 the 96 days raced annually at Bowie. 


The consolidated financial statements include the undepreciated racing plant and 
improvements and unamortized goodwill aggregating approximately $7,676,000 and 
$1,557,000 of land relating to the Bowie Race Course operations. Total consolidated 
revenues include $27,618,000 and $18,139,000 and consolidated net earnings after 
minority interest includes approximately $165,000 and $49,000 related to Bowie operations 
in the years 1980 and 1979, respectively. 


Itis not possible to predict whether the legislation will be approved as it has been proposed, 
and accordingly, the outcome of such legislative activity and the resultant effect, if any, on 
the consolidated financial statements of the Corporation cannot be determined at the 
present time. 


(e) Commitments 


i) 


~— 


Capital leases 

The following is a schedule of the future minimum lease payments of the capital leases, 
together with the balance of the obligations. The leases expire during the period from 
December 31, 1987 to July 31, 1988. 


$ 

Yearending December 31,1981 2282.04) ee ee eee 723,300 

198 2S AP EIR oe coe ee ee F23'300 

1983). 820) ea Se eee Se ee 723,300 

TOBA4SS ots ae Oe a ee ae ee 723,300 

NOBSk eR 5 ie APO SNe See 723,300 

Thereaftéeriaciens: paren eee 1,894,163 

Total minimum lease payments .. 0. 25. se. to ee eee 5-5 10/663 
Less: Amount representing interest 

(ranging trom:9.S%tOl 12°57) eee ee (15S 7:6) 

Balance of.obligations...2 9. pe sce aes 6 ee 3,633,046 

ess: Prepaidtamount® -2y ho a eee ee ee (60,275) 


Solent 


Operating leases 

At December 31, 1980, Foodex had rental commitments under operating lease agreements 
in the aggregate of $74,800,000 requiring minimum aggregate annual payments of 
approximately $4,300,000 in each of the years 1981 through 1985. 


(f) Segmented information 
The company operates in two industries, each within distinct geographic areas; restaurant 
operations in Canada and racetrack operations in the United States. The following is asummary 
of certain information with respect to each of these segments: 


Restaurant Racetrack Consolidated 
1980 1979 1980 1979 1980 1979 
(Thousands of dollars) 

REVENIC tat. eit Hak 96,162 84,136 40;577 33,107 136,739 117,243 
OPpSrating Diol ks. 5 aks 4,794 6,868 2.933 2325 Serer 9,193 
Interest expense......... 6,317 4,647 219 466 6,536 Sls 
HCOMEMAXCS Bese a xtaoe sien (673) 951 1,747 941 1,074 13892 
Foreign exchange loss.... — — 227 174 Zen 174 
Minority interest.......... — Sor 193 Sot 193 

5,644 5,598 2:0900 1,774 8,174 Cote 
Net earnings (loss)........ (850)> - 1,270 403 551 (447) 1,821 
Depreciation of fixed assets 3,790 3,099 949 890 4,739 3,989 
Capital expenditures...... Sc0T Sor 2,202 493 10,509 9,370 
Identifiable assets........ 71,881. 74,121 26,500; "24 701 98,381 98,822 


KESMARK LTD. DEBENTURE 

The Kesmark Ltd. debenture is payable in annual instalments of $1,000,000 plus interest on each 
of December 15, 1981, 1982 and 1983, with the balance due December 15, 1984. The debenture 
is guaranteed by an officer and director of the Corporation. 
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